Nation`s Health Spending Slows, but It Still Hits a Record
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WASHINGTON, Jan. 10 - The torrid pace of growth in national health spending cooled a bit in 2003, but the spending, at $1.7 trillion, topped 15 percent of the gross domestic product for the first time, the government said on Monday. Total health spending rose 7.7 percent in 2003, compared with an increase of 9.3 percent the year before, in part because of state cutbacks in the Medicaid program and a slower increase in drug spending. But it grew much faster than the economy as a whole, and now accounts for 15.3 percent of the nation`s output, the government said in its annual report on health spending.

"Prescription drug spending growth slowed more sharply than growth of any other service, increasing 10.7 percent in 2003, compared with 14.9 percent in 2002," said Cynthia Smith of the federal Centers for Medicare and Medicaid Services, the principal author of the report, published in the journal Health Affairs. Retail sales of prescription drugs totaled $179.2 billion in 2003, the government said. Though drug sales increased more slowly than in 2002, they are still growing faster than overall national health spending, the data showed. The figures indicated why drug costs remain a combustible political issue: consumers often pay a large share of the price. Prescription drugs accounted for 11 percent of national health spending, but 23 percent of total out-of-pocket spending by patients.

Consumers dipped into their own pockets to pay 30 percent of prescription drug costs - $53.2 billion of the $179.2 billion spent on prescription medicines in 2003. Consumers have much more extensive insurance for hospital costs; they pay just 3 percent of those costs from their pockets.

In the last decade, public spending on health care has grown somewhat faster than private spending, but in 2003, the reverse was true. Private spending rose 8.6 percent in 2003, after rising 9 percent the year before. By contrast, economists saw a sharp deceleration in the growth of Medicaid, the federal-state health program for low-income people. Medicaid spending rose 7.1 percent in 2003, to $267 billion, following growth of 12.1 percent the year before.

Spending on Medicare, the federal health program for the elderly and the disabled, grew 5.7 percent in 2003, to $283.1 billion, compared with an increase of 7.6 percent in 2002. Out-of-pocket payments were the only major source of health spending to increase faster in 2003 than in 2002, the administration said. Federal health officials offered two reasons: the number of people without health insurance is increasing, and employers who provide coverage are requiring workers to bear more of the costs.

In the last few years, Ms. Smith said, "employers have been more willing to pass on cost increases to employees by increasing co-payments for physician visits, requiring separate hospital deductibles and raising drug plan co-payments." Payments for private health insurance, in the form of premiums, increased 9.3 percent in 2003, compared with an increase of 10.6 percent in 2002, the report said. But benefits did not grow as fast as did the premiums collected by insurers. "Administrative costs and insurer profits accelerated as benefit growth decelerated," the report said. Mary Carol Barron, a health economist at the Department of Health and Human Services, said that "at least 34 states took measures to control Medicaid costs in 2003," typically by tightening eligibility or restricting benefits.

Factors contributing to the slowdown in the growth of drug spending included a smaller increase in the number of prescriptions; greater use of low-cost generic drugs; higher co-payments, which tend to discourage use of some drugs; and the conversion of Claritin, the popular allergy drug, to over-the-counter status. Consumer purchases from Canadian pharmacies, estimated at $1.1 billion in 2003, were not counted in health spending for the United States. American sales of generic drugs grew at twice the rate of brand-name drug sales in 2003. "When offered a choice, consumers opt for a generic drug almost 90 percent of the time in chain drug stores," the report said.

President Bush, campaigning for limits on malpractice lawsuits, said last week that "we have the best health care system in the world." But the United States devotes a much larger share of its economic output to health care than other industrial countries do. Among the 30 members of the Organization for Economic Cooperation and Development, the countries with the next largest shares, Switzerland and Germany, spend less than 12 percent of G.D.P. on health care.

Health spending continues to grow in most industrial countries, with rapid advances in medical technology and aging populations, even when economic growth is slow. Paul B. Ginsburg, president of the Center for Studying Health System Change, a private group that tracks health costs, said those trends could pose problems for the United States because of the way it finances health care. "Health insurance premiums are growing faster than what people earn," Mr. Ginsburg said. "Government health care spending is growing faster than federal revenues, crowding out other priorities."

The report said that health spending in the United States averaged $5,670 a person in 2003, up $353 from 2002. Hospital care accounts for nearly one-third of all health spending, and slower growth in spending for hospital services was a significant factor in the national trend. Hospital spending rose 6.5 percent in 2003, to $515.9 billion, following an increase of 8.5 percent in the prior year. Many states, wrestling with budget problems, froze Medicaid payments to hospitals. Medicaid spending on hospitals grew 5.3 percent in 2003, about six percentage points less than the year before.

Medicaid and Medicare alike curbed spending for nursing home care. Medicaid payments to nursing homes grew just 1 percent in 2003, to $51 billion, following an increase of 8.1 percent in 2002. Likewise, the government said, Medicare payments to nursing homes "increased only 1.3 percent in 2003, following three years of rapid growth that averaged 16.2 percent a year between 1999 and 2002."
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